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OATH OR AFFIRMATION

Kirsten Register swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

USAA Financial Advisors Inc as

of
December 31 20 O8 are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

..III.AAAAAAAAAAAAAAAAAAA

ROSE MARY
MALDONADOI

STATE OFTEXAS

MYComm.ExP.O6-13E
Vice President Corporate Controller

yyyyyyyyyyYyyVVVVVVVVV Title

CLC
No
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This report contains check all applicable boxes

I1 Facing Page

EI Statement of Financial Condition

II Statement of Income Loss
I1 Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

I1 Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation ofNet Capital Under Rule 15c3-l and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

An Oath or Affirmation

copy of the SIPC Supplemental Report

EI report describing any material inadequacies found to exist or found to have existed since the date ofthe previous
audit

For conditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e3
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors

USAA Financial Advisors Inc

We have audited the accompanying statement of financial condition of USAA Financial Advisors Inc

the Company as of December 2008 and the related statements of income stockholders equity

and cash flows for the year then ended These financial statements are the responsibility of the

Companys management Our responsibility is to express an opinion on these financial statements based

on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United

States Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement We were not engaged to perform an

audit of the Companys internal control over financial reporting Our audit included consideration of

internal control over financial reporting as basis for designing audit procedures that are appropriate in

the circumstances but not for the purpose of expressing an opinion on the effectiveness of the Companys

internal control over financial reporting Accordingly we express no such opinion An audit also includes

examining on test basis evidence supporting the amounts and disclosures in the financial statements

assessing the accounting principles used and significant estimates made by management and evaluating

the overall financial statement presentation We believe that our audit provides reasonable basis for our

opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of the Company at December 31 2008 and the results of its operations and its cash

flows for the year then ended in conformity with U.S generally accepted accounting principles

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as

whole The information contained in Schedule is presented for purposes of additional analysis and is

not required part of the basic financial statements but is supplementary information required by rule

7a-5 under the Securities Exchange Act of 1934 Such information has been subjected to the auditing

procedures applied in our audit of the basic financial statements and in our opinion is fairly stated in all

material respects in relation to the basic financial statements taken as whole

sj

February 23 2009

ijierrifror firm of Er 11sf Young Uloirul Limited



USAA FINANCIAL ADVISORS INC

Statement of Financial Condition

December 31 2008

In thousands except share data

Assets

Cash and cash equivalents 7169

Receivable from related party
121

Prepaid assets 3020

Total Assets 10310

Liabilities and Stockholders Equity

Liabilities

Payable to related party
5309

Total Liabilities 5309

Stockholders Equity

Common stock $0.01 par value 3000 shares authorized

500 shares issued and outstanding

Additional paid-in capital 5000

Total Stockholders Equity 5001

Total Liabilities and Stockholders Equity 10310

See accompanying notes to financial statements



USAA FINANCIAL ADVISORS INC

Statement of Income

Year Ended December 31 2008

In thousands

Revenues

Referral fees 24152

Administrative servicing fees 3126

Dividend income 144

Total Revenues 27422

Expenses

Salaries and benefits 13987

Administrative services 4762

Licenses and fees 3982

Data processing and communications 3530

Occupancy 528

Other 479

Total Expenses 27268

Income before income taxes 154

Income tax expense 154

Net Income

See accompanying notes to financial statements



USAA FINANCIAL ADVISORS INC

Statement of Stockholders Equity

Year Ended December 31 2008

In thousands

Additional Total

Common paid-in stockholders

stock capital equity

Balances at December 31 2007 5000 5001

Balances at December 31 2008 5000 5001

See accompanying notes to financial statements



USAA FINANCIAL ADVISORS INC

Statement of Cash Flows

Year Ended December 31 2008

In thousands

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash

used in operating activities

Increase in prepaid assets 27
Increase in receivable from related party 121
Increase in payable to related party 10

Net cash used in operating activities 138

Net decrease in cash and cash equivalents 138

Cash and cash equivalents at beginning of year 7307

Cash and cash equivalents at end of year 7169

Supplemental disclosure

Income taxes paid
112

See accompanying notes to financial statements



USAA FINANCIAL ADVISORS INC

Notes to Financial Statements

December 31 2008

Dollars in thousands

Summary of significant accounting policies

Nature of operations

USAA Financial Advisors Inc FAI also referred to as we our or us unless

otherwise denoted is wholly-owned subsidiary of USAA Financial Planning Services

Insurance Agency Inc FPS FPS is wholly-owned subsidiary of USAA Capital

Corporation CAPCO which is in turn wholly-owned subsidiary of United Services

Automobile Association USAA

We are registered as securities broker-dealer under the Securities Exchange Act of

1934 and we are member of the Financial Industry Regulatory Authority FINRA FAI

was formed to collectively allow FPS and FAI to serve as the portal through which USAA

members can receive integrated financial advice to identify appropriate solutions

followed by discussion of the USAA products and services that best fit members

needs Individuals eligible for membership in USAA are primarily active and retired

United States military personnel and their families

Basis of presentation

Our accounting and reporting policies conform to accounting principles generally

accepted in the United States of America GAAP

The preparation of financial statements in conformity with GAAP requires management to

make estimates and assumptions that affect the reported amounts of assets and liabilities

and disclosure of contingent assets and liabilities at the date of the financial statements

and the reported amounts of revenue and expense during the reporting period Actual

results could differ from those estimates

Fair value of financial instruments

For cash equivalents the carrying amount approximates the fair value because of the

short maturity of these instruments Prepaid assets represent prepaid FINRA fees For

prepaid assets and all other assets and liabilities carrying value approximates fair value

Transactions with related parties

Cash and cash eciuivalents

Cash and cash equivalents consist of highly liquid investments that have an original

maturity at purchase of three months or less At December 31 2008 we held an

investment in the USAA Money Market Fund of $5051 Dividends earned on the fund

are recorded on an accrual basis and totaled $144 in 2008



USAA FINANCIAL ADVISORS INC

Notes to Financial Statements

December 31 2008

Dollars in thousands

Referral agreement

Costs incurred by FPS which benefit us in the operation of our business as broker-

dealer are billed directly to us by FPS These expenses include employee salaries and

benefits facilities charges including rent and utilities legal and compliance fees and

computer and systems charges

FAI and USAA Investment Management Company IMCO related party and registered

broker-dealer under the Securities Exchange Act of 1934 have entered into referral

agreement covering services rendered by FPS on behalf of FAI Under the terms of the

referral agreement IMCO retained us to refer USAA members when referral best

suited the needs of the USAA member to IMCO in exchange for fee The referral fee

represents recovery of the costs incurred in our operation as broker-dealer including

those costs allocated from FPS and are billed and settled monthly We earned referral

fees of $24152 from IMCO in 2008

Clearing agreement

Effective January 2008 we entered into fully disclosed clearing agreement with

IMCO and expanded our activities to include performing account opening and

administration and taking client securities orders for clearance and settlement through an

introducing and clearing arrangement with IMCO Under the terms of the agreement

IMCO clears and carries on fully disclosed basis customer accounts introduced to

them by us We earned administrative servicing fees of $3126 from IMCO in 2008

Funding agreement

Under the terms of an intercompany funding agreement we have the ability to borrow up

to $5000 from CAPCO Borrowings under CAPCOs intercompany funding agreement

are made for general corporate purposes There were no borrowings during 2008

Income Taxes

FAI is included in the consolidated federal income tax return filed by USAA Taxes are

allocated to the separate subsidiaries of USAA based on tax allocation agreement whereby
subsidiaries receive current benefit to the extent their losses are used by the consolidated

group Separate company current tax expense is the higher of taxes computed at 35% rate

on regular taxable income or taxes computed at 20% rate on alternative minimum taxable

income adjusted for any consolidated benefits allocated to the subsidiaries

FAI files separate state tax returns or is included in USAA consolidated unitary state tax

returns where applicable State income tax is attributable to income earned or apportioned

in the respective state jurisdictions

Income tax expense for FAI differs from the expected amount obtained by applying federal

and state statutory tax rates to income before taxes due to the Texas Margin Tax This tax is

based on gross revenues less certain deductions not on net income before taxes which in

conjunction with the IMCO referral agreement results in an effective tax rate of 100%



USAA FINANCIAL ADVISORS INC

Notes to Financial Statements

December 31 2008

Dollars in thousands

FAI has no temporary differences between the tax and financial statement basis in assets

and liabilities and thus has no deferred income taxes

Net capital

We are subject to the Securities and Exchange Commission SEC Uniform Net Capital Rule

Rule 15c3-1 which requires the maintenance of minimum net capital and requires that the

ratio of aggregate indebtedness to net capital both as defined shall not exceed 15 to At

December 31 2008 our net capital was $1759 which was $1405 in excess of our minimum

net capital requirement of $354 Our ratio of aggregate indebtedness to net capital was 3.02

to

Advances to related parties dividend payments and other equity withdrawals are subject to

certain notification and other provisions of the SEC Uniform Net Capital Rule and other

regulatory bodies

SEC Rule 15c3-3

We are exempt from Rule 15c3-3 of the SEC under paragraph k2ii of that Rule Under

this exemption the Computation for Determination of Reserve Requirements and Information

Relating to Possession or Control Requirements are not required

Corn itments and contingencies

FAI is party to various lawsuits and claims generally incidental to our business The ultimate

disposition of these matters is not expected to have significant adverse effect on our

financial position or results of operations



Schedule

USAA FINANCIAL ADVISORS INC

Computation of Net Capital Under Rule 5c3-1

Of the Securities and Exchange Commission

As of December 31 2008

In thousands

Net capital

Total stockholders equity qualified for net capital 5001

Deductions and/or charges

Non-allowable assets

Receivable from related parties 121

Prepaid assets 3020

3141

Net capital before haircuts on securities positions 1860

Haircuts on securities

Cash equivalents
101

Net capital 1759

Aggregate indebtedness

Included in statement of financial condition

Due to related parties 5309

Computation of basic net capital requirement

Minimum net capital required greater of $250 or

6.67% of aggregate indebtedness 354

Excess net capital at 1500% 1405

Excess net capital at 1000% 1228

Ratio of aggregate indebtedness to net capital 3.02 to

Reconciliation with our computation included in Part hA

of Form X-17A-5 as of December 31 2008
Net capital as reported in our Part IIA unaudited

FOCUS report 1877

Audit adjustment for income tax expense receivable

from related party 118

Net capital per above 1759

See accompanying independent auditors report
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Supplementary Report of Independent Registered Public Accounting Firm on Internal Control

Required by SEC Rule 17a-5g1

Board of Directors

USAA Financial Advisors Inc

In planning and performing our audit of the financial statements of USAA Financial Advisors Inc the

Company as of and for the year ended December 31 2008 in accordance with auditing standards

generally accepted in the United States we considered its internal control over financial reporting

internal control as basis for designing our auditing procedures for the purpose of expressing our

opinion on the financial statements but not for the purpose of expressing an opinion on the effectiveness

of the Companys internal control Accordingly we do not express an opinion on the effectiveness of the

Companys internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including consideration of control

activities for safeguarding securities The study included tests of such practices and procedures that we

considered relevant to the objectives stated in rule 7a-5g in making the periodic computations of

aggregate indebtedness and net capital under rule 17a-3a11 and for determining compliance with the

exemptive provisions of Rule 15c3-3 Because the company does not carry securities accounts for

customers or perform custodial functions relating to customer securities we did not review the practices

and procedures followed by the company in any of the following

Making quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by rule 7a-l

Complying with the requirements for prompt payment for securities under Section of Federal

Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraph In fulfilling this responsibility estimates

and judgments by management are required to assess the expected benefits and related costs of controls

and of the practices and procedures referred to in the preceding paragraph and to assess whether those

practices and procedures can be expected to achieve the SECs above-mentioned objectives Two of the

objectives of internal control and the practices and procedures are to provide management with

reasonable but not absolute assurance that assets for which the Company has responsibility are

safeguarded against loss from unauthorized use or disposition and that transactions are executed in

accordance with managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 7a-5g lists additional

objectives of the practices and procedures listed in the preceding paragraph

ITleIIlfWI lo of Err St Yourrq Global Limited
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Because of inherent limitations in internal control and the practices and procedures referred to above

error or fraud may occur and not be detected Also projection of any evaluation of them to future periods

is subject to the risk that they may become inadequate because of changes in conditions or that the

effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is control deficiency or combination of

control deficiencies that adversely affects the entitys ability to initiate authorize record process or

report financial data reliably in accordance with generally accepted accounting principles such that there

is more than remote likelihood that misstatement of the entitys financial statements that is more than

inconsequential will not be prevented or detected by the entitys internal control material weakness is

significant deficiency or combination of significant deficiencies that results in more than remote

likelihood that material misstatement of the financial statements will not be prevented or detected by

the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the

Securities Exchange Act of 1934 and related regulations and that practices
and procedures that do not

accomplish such objectives in all material respects indicate material inadequacy for such purposes

Based on this understanding and on our study we believe that the Companys practices and procedures

as described in the second paragraph of this report were adequate at December 31 2008 to meet the

SECs objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on rule 7a-

5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers and

is not intended to be and should not be used by anyone other than these specified parties

44

February 23 2009

member brm of Ernst Young Global Linrited
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